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L INTRODUCTION

Introduction and qualifications

1. My name is Susan M. Baldwin. I am a consultant, and my business address is 17
Arlington Street, Newburyport, Massachusetts, 01950. 1 provide consulting services to
public sector agencies on telecommunications economics, regulation, and public policy.
My statement of qualifications is included as Appendix A.

2. My name is Sarah M. Bosley. I am a consultant, and my business address is 107
Oxpens Road, Cary, NC 27513. I provide consulting services to public sector agencies
on telecommunications economics, regulation, and public policy. My statement of
qualifications is included as Appendix B.

3. My name is Timothy E. Howington. I am a consultant, and my business address is
46 Princeton Street, Boston, Massachusetts, 02128. 1 provide consulting services to
public sector agencies on telecommunications economics, regulation, and public policy.
My statement of qualifications is included as Appendix C.

4. Ms. Baldwin and Ms. Bosley co-sponsored a declaration, which was filed in this
proceeding on June 5, 2006." The declaration supplemented and provided further factual

support to the New Jersey Division of Rate Counsel’s comments in the instant

y In the Matter of AT&T Inc. and BellSouth Corporation Applications for Approval of
Transfer of Control, FCC WC Docket No. 06-74, Declaration of Susan M. Baldwin and Sarah M. Bosley
on behalf of the New Jersey Division of the Ratepayer Advocate, June 5, 2006 (“Baldwin/Bosley
Declaration”).
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proceeding.2 Ms. Baldwin and Ms. Bosley addressed the impact of the proposed
transaction on the overall structure of the national telecommunications industry with a
particular focus on the mass market.

5. Ms. Baldwin, Ms. Bosley, and Mr. Howington assisted the New Jersey Division
of Rate Counsel in the preparation of initial and reply comments in WC Docket No. 05-
65, the investigation by the Federal Communications Commission (“FCC” or
“Commission”) of the proposed merger of SBC Communications Inc. (“SBC”) and
AT&T Corp. (“AT&T”).> Ms. Baldwin and Ms. Bosley also co-sponsored a declaration
on behalf of the Rate Counsel in WC Docket No. 05-75, regarding the proposed merger
of Verizon Communications Inc. (“Verizon) and MCI, Inc. (“MCI”) and Ms. Baldwin,
Ms. Bosley, and Mr. Howington assisted with the preparation of initial and reply

comments in that proceeding.4

2/ In the Matter of AT&T Inc. and BellSouth Corporation Applications for Approval of
Transfer of Control, FCC WC Docket No. 06-74, Comments of the New Jersey Division of the Ratepayer
Advocate, June 5, 2006. See, also, In the Matter of AT&T Inc. and BellSouth Corporation Applications for
Approval of Transfer of Control, FCC WC Docket No. 06-74, Reply Comments of the New Jersey Division
of the Ratepayer Advocate, June 20, 2006. Effective July 1, 2006, the New Jersey Division of Ratepayer
Advocate is now the New Jersey Division of Rate Counsel. The Rate Counsel, formerly known as the New
Jersey Ratepayer Advocate, is a Division within the Department of the Public Advocate.

3 In the Matter of Transfer of Control Filed by SBC Communications Inc. and AT&T
Corp., FCC WC Docket No. 05-65, Comments on behalf of the New Jersey Division of the Ratepayer
Advocate, April 25, 2005 and May 10, 2005. Ms. Baldwin also submitted testimony before the New Jersey
Board of Public Utilities (“New Jersey Board” or “Board”) in its review of the proposed SBC/AT&T
merger. Joint Petition of SBC Communications Inc. and AT&T Corp., Together with its Certificated
Subsidiaries for Approval of Merger, New Jersey Board of Public Utilities Docket No. TM(05020168, on
behalf of the New Jersey Division of the Ratepayer Advocate, May 4, 2005, and June 1, 2005.

Vi In the Matter of Verizon Communications Inc. and MCI, Inc., Applications for Approval
of Transfer of Control, WC Docket No. 05-75, May 9, 2005. The Rate Counsel submitted initial and reply
comments on May 9, 2005, and May 24, 2005, respectively. Ms. Baldwin also submitted direct and
rebuttal testimony before the New Jersey Board on behalf of the Rate Counsel regarding the proposed
Verizon/MCI merger. Joint Verified Petition of Verizon Communications Inc. and MCI, Inc. For Approval
of Agreement and Plan of Merger, New Jersey Board of Public Utilities Docket No. TM05030189, July 8,
2005 and August 19, 2005.

2
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6. As evidenced by our statements of qualifications, we have analyzed numerous
other mergers between telecommunications carriers on behalf of consumer advocates.
Ms. Baldwin has filed testimony on behalf of the Nevada Bureau of Consumer Protection
on the proposed merger of Sprint Corporation (“Sprint”)and MCI WorldCom Inc.
(“WorldCom”); the California Office of Ratepayer Advocate and Washington Office of
Attorney General in their respective state public utility commissions’ review of the
merger of Bell Atlantic Corporation (“Bell Atlantic”) and GTE Corporation (“GTE”); the
Ohio Consumers’ Counsel and the Indiana Office of Utility Consumer Counselor with
respect to the SBC Communications, Inc.’s (“SBC”) acquisition of Ameritech
Corporation (“Ameritech”); the Connecticut Office of Consumer Counsel regarding
SBC’s acquisition of Southern New England Telecommunications Corporation (“SNET”)
and filed Affidavits with the Commission in its review of the SBC/Ameritech and Bell
Atlantic/GTE mergers on behalf of consumer coalitions. Ms. Baldwin also provided
assistance to the Hawaii Division of Consumer Advocacy in its analysis of the Bell
Atlantic/GTE merger and the California Office of the Ratepayer Advocate’s review of the
SBC’s acquisition of Pacific Telesis Group. Ms. Bosley contributed to the investigations
of the Bell Atlantic/GTE merger on behalf of the California Office of Ratepayer
Advocate, the Washington Attorney General and Hawaii Division of Consumer
Advocacy, and the SBC/Ameritech merger on behalf of the Indiana Office of Utility
Consumer Counselor.

7. Ms. Baldwin, Ms. Bosley, and Mr. Howington have substantial experience

evaluating the status of local competition; incumbent local exchange carriers’ (“ILECs”)

3
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proposals for deregulation; and the consumer impact of changes in telecommunications
markets.

8. Ms. Baldwin has been actively involved in public policy for twenty-eight years,
twenty-two of which have been in telecommunications policy and regulation. Ms.
Baldwin received her Master of Economics from Boston University, her Master of Public
Policy from Harvard University's John F. Kennedy School of Government, and her
Bachelor of Arts degree in Mathematics and English from Wellesley College. Ms.
Baldwin has extensive experience both in government and in the private sector. Ms.
Baldwin has testified before sixteen state public utility commissions and submitted
numerous affidavits and comments to the Federal Communications Commission on
behalf of consumer advocates, the National Association of State Utility Consumer
Advocates (“NASUCA”), users, and competitive local exchange carriers (“CLEC”). Ms.
Baldwin also served four years as the Director of the Telecommunications Division for
the Massachusetts Department of Public Utilities (now the Department of
Telecommunications and Energy).

9. Sarah M. Bosley has over six years of experience in telecommunications
economics, regulation, and public policy. Ms. Bosley earned her Master of Science in
Agricultural and Applied Economics from Virginia Tech, her Master of Arts in
International Affairs from American University, and her Bachelor of Arts in Political
Science from McGill University. She has contributed to and co-authored reports for state
commissions and comments and affidavits filed in Federal Communications Commission

proceedings.

4
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10. Mr. Howington has three years of experience in telecommunications policy and
regulation. Mr. Howington earned a Master of Arts in Economics from Boston
University, and a Bachelor of Arts from the University of Chicago. He has conducted
detailed analyses of market share and product pricing for numerous proceedings,
including mergers and spin-offs, requests for alternative regulation, and other regulatory
proceedings. Prior to his career in telecommunications, Mr. Howington worked in
economic development in Massachusetts.

11. Our statements of qualifications provide further detail.

Purposes of Declaration

12. The Rate Counsel asked us to prepare this Declaration to supplement and to
provide further factual support for its comments in the instant proceeding regarding the
application of AT&T and BellSouth (collectively, the “Joint Applicants™) for approval of
transfer of control,’ based on our review of confidential and highly confidential

information that the Joint Applicants submitted in response to the Commission’s

3 In the Matter of BellSouth Corporation and AT&T Inc. Application Pursuant to Section
214 of the Communications Act of 1934 and Section 63.04 of the Commission’s Rules for Consent to the
Transfer of Control of Bellsouth Corporation to AT&T Inc, WC Docket No. 06-74, Application for Consent
of Transfer of Control, filed March 31, 2006 (“Application”). See, www.fcc.gov/transaction/att-
bellsouth.html.
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Information and Document Request.”  This information includes numerous internal
documents that substantiate and corroborate the concerns raised by the Rate Counsel in
initial and reply comments, filed in this merger proceeding, as well as in other
proceedings pending before the Commission.” The additional review has raised new
concerns with the effect of the merger on mid-sized and enterprise business customers.
Based on our review of these documents, we urge the Commission to consider certain
portions of this voluminous information as it deliberates on the impact of the proposed
multi-billion dollar transaction on the prospects for competition in the consumer, mid-
sized and enterprise business markets and on the public interest.

13. Our declaration identifies documents that bear directly on the issues and concerns
that the Rate Counsel raised in previous filings in this proceeding, as well as our

additional concerns for the mid-size and enterprise business markets. Our declaration

6y Letter from Thomas J. Navin, Chief, Wireline Competition Bureau to Wayne Watts,
Senior Vice President & Associate General Counsel, AT&T Inc. and James G. Harralson, Vice President &
Associate  General Counsel, BellSouth Corporation, Re: AT&T Inc. and BellSouth Corporation
Applications for Approval of Transfer of Control (WC Docket No. 06-74), June 23, 2006, Attachment:
Initial Information and Document Request (“FCC Information and Document Request”). On July 11, 2006
AT&T submitted more than 400,000 pages of documents, including documents associated with 23
custodians and BellSouth submitted more than 300,000 pages, including documents associated with 25
custodians. However, because the Joint Applicants submitted multiple copies of the same documents, there
are significantly fewer unique pages of information. The Rate Counsel reviewed many but by no means all
of these documents, and focused primarily on those documents identified as relating to mass market
services and public interest benefits, and secondarily on documents identified as relating to enterprise and
wholesale customers, special access services, wireless broadband services, and Internet services. See FCC
Information and Document Request, Appendix A: Document Custodians.

7/ In the Matter of AT&T Inc. and BellSouth Corporation Applications for Approval of
Transfer of Control, Federal Communications Commission WC Docket No. 06-74, Initial Comments of the
New Jersey Division of Rate Counsel (including declaration of Susan M. Baldwin and Sarah M. Bosley)
and Reply Comments on behalf of the New Jersey Division of the Ratepayer Advocate, June 5, 2006;
Reply Comments of the New Jersey Division of the Ratepayer Advocate, June 20, 2006. See, also, In the
Matter of Jurisdictional Separations and Referral to the Federal-State Joint Board, CC Docket No. 80-286,
Comments of the National Association of State Utility Consumer Advocates, the New Jersey Division of
Rate Counsel and the Maine Office of the Public Advocate (including Affidavit of Susan M. Baldwin on
behalf of the National Association of State Utility Consumer Advocates and the New Jersey Division of
Rate Counsel, filed August 22, 2006).

6
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identifies particular portions of the Joint Applicants’ voluminous response to the
Commission’s data and information request that we recommend inform the

Commission’s judgment and decision-making in this proceeding.

Summary of Major Findings and Recommendations.

14. This declaration supplements but does not replace the Baldwin/Bosley
Declaration. Among the major findings and recommendations discussed herein are the
following:

¢ The Commission should not approve the proposed merger unless and until
AT&T demonstrates its compliance with the conditions on the
AT&T/SBC merger, especially AT&T’s provision of stand-alone digital
subscriber line (“DSL”).

e In its assessment of whether the proposed transaction is in the public
interest, the Commission should review carefully the strategic and
planning documents that the Joint Applicants have designated as highly
confidential because, among other things, they are not available to the
general public, yet contain important information about the Joint
Applicants’ market power and sales strategies. The Commission,
therefore, has a unique responsibility to consider these documents.

¢ The Commission should determine a procedural mechanism whereby the
Commission can consider the evidence in this proceeding in its
deliberations in the Separations proceeding. The Joint Applicants’
marketing and sales plans, which are described in highly confidential
documents submitted in this proceeding, bear directly on the flaws in the
existing separations process, and the concern that basic service customers
are cross-subsidizing Bells’ unregulated lines of business.

e [f, despite evidence that the merger is not in the public interest, the
Commission approves the merger, its approval should be contingent upon
enforceable conditions that mitigate risks for consumers and mid-sized
and enterprise businesses with strong incentives for compliance and clear
standards for enforcement.

e A review of the evidence contained in the materials provided to the FCC
by the Joint Applicants underscore the critical importance of the adoption

7
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of the conditions outlined in the Baldwin/Bosley declaration.®  We
reiterate these conditions in Section IV of this declaration.

5/ See Baldwin/Bosley Declaration, at paras. 264-285.
8
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II. MARKET CONCENTRATION AND THE STATUS OF LOCAL
COMPETITION.

The UNE-P Remand decision and the RBOC/IXC mergers have entrenched RBOC
market power.

15. The status of local, long distance, data, and video competition should inform the
Commission’s assessment of the proposed merger of two Bell operating companies
(“Bell”). The information that the Joint Applicants submitted in response to the
Commission’s information and document request provides compelling evidence of the
Joint Applicants’ market power based on their present “stand-alone” position. This
declaration demonstrates that the proposed merger would enhance their market power,
harming consumers and competitors.

The UNE Remand Order’ diminished competition in BellSouth’s territory.
Competition, as measured by the quantity of unbundled network element platform
(“UNE-P”) purchased from BellSouth by rivals, is <<<BEGIN HIGHLY
CONFIDENTIAL END HIGHLY CONFIDENTIAL>>> When one
removes AT&T as a UNE-P buyer from the analysis (due to its proposed acquisition of

BellSouth), the situation <<<BEGIN HIGHLY CONFIDENTIAL

%/ Unbundled Access to Network Elements; Review of the Section 251 Unbundling
Obligations of Incumbent Local Exchange Carriers, FCC WC Docket No. 04-313; CC Docket No. 01-338,
Order on Remand, rel. February 4, 2005 (“UNE Remand Order” or “TRRO”).

10 BellSouth Exhibit 36.C.1 and 36.C.2.
9
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END HIGHLY CONFIDENTIAL>>>

17. Internal e-mails show the change in focus of legacy AT&T resulting from the
UNE Remand Order. Internal e-mails show that <<<BEGIN HIGHLY

CONFIDENTIAL

10
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END

HIGHLY CONFIDENTIAL>>>"'
18.  In April, 2005 legacy SBC internal documents reported a winback rate of
<<<BEGIN HIGHLY CONFIDENTIAL END HIGHLY
CONFIDENTIAL>>>" The same document cites <<<BEGIN HIGHLY
CONFIDENTIAL

END HIGHLY
CONFIDENTIAL>>>"? Of course, much of the wireline competition in 2005 was from
MCI and legacy AT&T, CLEC competitors that no longer exist.
19.  The hyperbolic statements of telecommunications executives regarding the
purportedly growing competition obscure the continuing market dominance of the Bells.
A report on access line loss, dated March 2005, estimates legacy SBC’s residential

market share in January 2005 to be <<<BEGIN HIGHLY CONFIDENTIAL

1y AT&T-CD-5 (Clayton Lockhart): e-mail from Tom Dagger, AT&T Corp. L&GA VP, to
Clayton Lockhart, Regina Egea, Stephen Huels, et al., Subject: ICA High Cap Loop/Transport UNE vs.
Special Access tradeoffs, February 24, 2005, ATT-FCC-00022562.pdf.

12 See ATT-CD-43 (Susan Johnson): “Consumer Marketing Plan,” May 12, 2005, v.6.1.
(SBC), ATT-FCC-00232499.pdf, at ATT-FCC-00232500.

13y ATT-CD-43 (Susan Johnson): “Consumer Marketing Plan,” May 12, 2005, v.6.1. (SBC),
ATT-FCC-00232499.pdf, at ATT-FCC-00232502.

14y ATT-CD-43 (Susan Johnson): “Consumer Access Line Loss: 4™ Qtr 2004,” March 5,
2005, Customer Analytics & Research, SBC, 00234057.pdf, at 00234059.

15y ATT-CD-43 (Susan Johnson): “Consumer Access Line Loss: 4" Qtr 2004,” March 5,
2005, Customer Analytics & Research, SBC, 00234057.pdf, at 00234061.

11
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END HIGHLY CONFIDENTIAL>>>"
Similarly, a July 2005 BellSouth report estimates market share in the local and wireless-
only market across BellSouth’s nine states of <<<BEGIN HIGHLY CONFIDENTIAL
END

HIGHLY CONFIDENTIAL>>>"
20. As we discuss further in the subsequent section, the documents that the Joint
Applicants submitted to the Commission demonstrate their market power and the fact that

the merger would further concentrate telecommunications markets.

The Joint Applicants dominate telecommunications markets and the proposed
merger would entrench further their market power.

21. Numerous documents demonstrate the Joint Applicants’ market power. Some

examples of the evidence include: <<<BEGIN HIGHLY CONFIDENTIAL

16y ATT-CD-43 (Susan Johnson): “Non-FTTX Wire Center Line Losses: Interim Strategies,”
April, 2005, Kieran P. Nolan, SBC, 00234239.pdf, at 00234241.

17 ATT-CD-43 (Susan Johnson): “Non-FTTX Wire Center Line Losses: Interim Strategies,”
April, 2005, Kieran P. Nolan, SBC, 00234239.pdf, at 00234246.

18 BellSouth, Laura Reid Disk 1 of 5, “In-Region Product Penetration & Market Share
Overview,” In$ite, July 19, 2005, BLS-FCC-00282445.pdf, at BLS-FCC-00282453. The MSO category

appears to primarily consist of cable companies.

19 ATT-CD-23 (Champion), “Wireline Results Investor Relations Package, 1" Quarter
2005,” ATT-FCC-00123207, at ATT-FCC-00123210.

12
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20 ATT-CD-23 (Champion), “Wireline Results Investor Relations Package, 1% Quarter
2005,” ATT-FCC-00123207, at ATT-FCC-00123214.

2y ATT-CD-23 (Champion), “Wireline Results Investor Relations Package, 1" Quarter
2005,” ATT-FCC-00123207.pdf, at ATT-FCC-00123214.

2y ATT-CD-23 (Champion), “Wireline Results Investor Relations Package, 1" Quarter
2005,” ATT-FCC-00123207.pdf, at ATT-FCC-00123215.

2y ATT-CD-23 (Champion), “Wireline Results Investor Relations Package, 1* Quarter
2005,” ATT-FCC-00123207.pdf, at ATT-FCC-00123216.

ey ATT-CD-59 (Helbing), “Project Lightspeed Services and Bundles: A Quantitative Study
of Demand from Consumer Customers: Findings from Web-Based Interviews with Consumers in Project
Lightspeed Green Areas,” Alex Larson, Consumer Analytics and Research, July 2005, ATT-FCC-
00318206.pdf, at ATT-FCC-00318225.

2y ATT-CD-59 (Helbing), “Project Lightspeed Services and Bundles: A Quantitative Study
of Demand from Consumer Customers: Findings from Web-Based Interviews with Consumers in Project

Lightspeed Green Areas,” Alex Larson, Consumer Analytics and Research, July 2005, ATT-FCC-
00318206.pdf, at ATT-FCC-00318270.

13
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END HIGHLY CONFIDENTIAL>>>
Internal documents and e-mails discussing municipal broadband plans illustrate
the degree to which legacy SBC possesses power in communications markets and intends

to use that power to move its business from the wireline business to adjacent

telecommunications markets. <<<BEGIN HIGHLY CONFIDENTIAL

%y BLS Exhibit 36.b.1.

7 See, e.g., BLS CD (Competitive Intelligence Shared Server), BLS-FCC-00265373; BLS-
FCC-00265892.

8y BLS Exhibit 36.c.1.
2y BLS Exhibit 36.b.1.

0 AT&T CD 62 (Helbing), “AT&T Southwest 2006 Business Plan,” January 16, 2006,
ATT-FCC-00342254.pdf, at ATT-FCC-00342274.

14
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END HIGHLY CONFIDENTIAL>>>

23. <<<BEGIN HIGHLY CONFIDENTIAL

END
HIGHLY CONFIDENTIAL>>>"
24.  The proposed merger would increase AT&T’s market share and market power,

with no offsetting benefit to consumers and the public interest.

3y ATT-CD-43 (Susan Johnson): Memo from Don to Susan (ATT-FCC-00235311.pdf)
attached to e-mail from Don Hardesty to Susan A. Johnson dated May 5, 2005 (ATT-FCC-00235310.pdf),
at ATT-FCC-00235312.

32 Id., at ATT-FCC-00235311 (emphasis added).

3y ATT-CD-55 (Christopher T. Rice): Memo to Mr. Stankey, date not available, author not
available, ATT-FCC-00301523.pdf, at ATT-FCC-00301523.

15
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The merger would diminish competition in the small, mid-sized, and enterprise
business markets.

25. The Joint Applicants possess market power in the small, mid-sized, and enterprise
business markets, which the merger would further enhance. AT&T also purchases
special access from CLECs, and the merger will likely diminish CLECs’ opportunities to
sell special access to BellSouth.

An internal document detailing AT&T’s special access expenditures from January

through December 2005 indicates that <<<BEGIN HIGHLY

END HIGHLY CONFIDENTIAL>>> However,
one would expect AT&T to rely on legacy SBC special access facilities in SBC territory
and on BellSouth facilities in BellSouth territory post-merger. <<<BEGIN HIGHLY

CONFIDENTIAL

27.

Sy AT&T-CD-5 (Clayton Lockhart): ATT-FCC-00020253.

3 BLS CD (Barry Boniface Disk 1), at BLS-FCC-00189995.pdf. See also, BLS CD
(Kenneth Hawkins), BLS-FCC-00205575.

6 AT&T-CD-5 (Clayton Lockhart): ATT-FCC-00020264.pdf, sequence of e-mails dated
from March 14, 2006 through March 17, 2006.

7 AT&T-CD-5 (Clayton Lockhart): ATT-FCC-00020431.pdf, at ATT-FCC-00020448.

16
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END HIGHLY
CONFIDENTIAL>>>
28. The Joint Applicants’ internal documents provide substantial evidence of their

market power in business markets: <<<BEGIN HIGHLY CONFIDENTIAL

® ATT-CD-47 (Susan Johnson), “Back up,” undated, ATT-FCC-00261970.pdf, at ATT-
FCC-00261974-ATT-FCC-00261975.

P ATT CD2 (Christine Urbanek), “Business Marketing Leadership Team Meeting,”
February 15, 2006, BLS-ATT-00003869.pdf, at ATT-00003903.

0y BLS CD (Keith Milner Disk 1), “Business Markets Launch,” January 24, 206, BLS-FCC-
00167597.pdf, at BLS-FCC-00167601. See also, BLS CD (Barry Boniface Disk 1), “2005-2014 Planning
View,” BellSouth Communications Group, March 31, 2005.

4y BLS CD (Barry Boniface Disk 1), “BLS Company Plan,” BLS-FCC-00187427.pdf. See
also, BLS CD (John Irwin), Version 4.0, May 1, 2006, BLS-FCC-00087399.pdf.

2y ATT CD-47 (Johnson), “SBC Business Plan 2006-2008, ATT-FCC-00261645.pdf, at
ATT-FCC-002601663 and ATT-FCC-00261664.
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8y ATT-CD-47 (Johnson), “Back up,” undated, ATT-FCC-00261970.pdf, at ATT-FCC-
00261971 (emphasis in original). See also, ATT-CD-18 (Rooney), “Business Services 2005 Outlook Next
Steps,” May 2, 2005, ATT-FCC-00098957.pdf

“y BLS-CD-7, Exhibit 5.14.
18

REDACTED VERSION



FCC WC Docket No. 06-74
Declaration of Susan M. Baldwin, Sarah M. Bosley and Timothy E. Howington

END HIGHLY CONFIDENTIAL>>>
30. The Joint Applicants’ response to the Commission’s information and document

request shows that AT&T serves significant portions of the private line market in the

BellSouth region. <<<BEGIN HIGHLY CONFIDENTIAL

END HIGHLY CONFIDENTIAL>>> The merger would irrevocably
eliminate one of BellSouth’s major private line competitors, thus harming mid-sized and

enterprise business customers.

5y Exhibit BLS 12.1, sum of cells h7 through h1728.
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The Long Distance market is very concentrated in BellSouth’s territory.
31. The proposed combination of BellSouth and AT&T would significantly increase

concentration in the long distance market. <<<BEGIN HIGHLY CONFIDENTIAL

END HIGHLY
CONFIDENTIAL>>>*
32. Data provided in BellSouth Exhibit 36.1.001 show that the market for long
distance services grew <<<BEGIN HIGHLY CONFIDENTIAL
END HIGHLY CONFIDENTIAL>>>
When this data is used to calculate the HHI for each BellSouth state, BellSouth’s market
dominance is clear.’ The HHI <<<BEGIN HIGHLY CONFIDENTIAL
END HIGHLY CONFIDENTIAL>>> in each state during this
brief period.
33. Taking BellSouth’s region as a whole, and calculating the HHI with AT&T and
BellSouth as separate companies, the HHI <<<BEGIN HIGHLY CONFIDENTIAL
END HIGHLY
CONFIDENTIAL>>> Considering BellSouth and AT&T as a merged company, the

HHI for May 2006 would be <<<BEGIN HIGHLY CONFIDENTIAL . END

0y BLS CD (Doug O’Neill), BLS-FCC-00220973.pdf, at BLS-FCC-00220975.
47y The Herfindahl Hirschman Index (HHI) is a tool used to assess market concentration.
The HHI is calculated by finding the sum of the squares of the market share of each company offering
service in a given market. For example, if a single firm offers service to a market, then the HHI is 10,000.
If two firms share a market equally, then the HHI is 5,000. A larger HHI signifies greater market
concentration. Markets with HHI below 1,000 are considered to be unconcentrated. Markets with HHI
between 1,000 and 1,800 are considered to be moderately concentrated. Those with HHI higher than 1,800
are highly concentrated.
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HIGHLY CONFIDENTIAL>>> This means that the change in concentration in the
long distance market due to the merger, as measured by the HHI, is <<<BEGIN
HIGHLY CONFIDENTIAL END HIGHLY CONFIDENTIAL>>> points,
well above the acceptable increase set forth in the Department of Justice’s Horizontal

Merger Guidelines. 48

<<<BEGIN HIGHLY CONFIDENTIAL

%y HHI numbers were calculated based on data provided in BellSouth Exhibit 36.A.1.001.
The Guidelines state, “Mergers producing an increase in the HHI of more than 50 points in highly
concentrated markets post-merger potentially raise significant competitive concerns... Where the post-
merger HHI exceeds 1800, it will be presumed that mergers producing an increase in the HHI of more than
100 points are likely to create or enhance market power or facilitate its exercise.” U.S. Department of
Justice and the Federal Trade Commission, Horizontal Merger Guidelines, Issued: April 2, 1992, Revised:
April 8, 1997, at 16.
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END HIGHLY CONFIDENTIAL>>>

Data provided by BellSouth show that nearly <<<BEGIN HIGHLY CONFIDENTIAL

END HIGHLY CONFIDENTIAL>>>of the long distance market in BellSouth

territory is controlled by three RBOCs, one of which, MCI, has minimal representation.49

<<<BEGIN HIGHLY CONFIDENTIAL

2 Market shares were calculated based on data provided in BellSouth Exhibit 36.A.1.001.
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END HIGHLY CONFIDENTIAL>>>

The Joint Applicants exaggerate the role of intermodal alternatives in providing
substitutes to basic local exchange service.

Wireless:

While many consumers utilize wireless phones, most continue to subscribe to
wireline service as well. BellSouth documents indicate an estimated penetration rate (i.e.
percentage of consumers subscribing to wireless phones) in BellSouth’s nine-state region
of <<<BEGIN HIGHLY CONFIDENTIAL END HIGHLY
CONFIDENTIAL>>> Furthermore, a large segment of those customers subscribe to
BellSouth’s affiliate, Cingular. A July 2005 report indicates that <<<BEGIN HIGHLY

CONFIDENTIAL
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END HIGHLY CONFIDENTIAL>>>"

<<<BEGIN HIGHLY CONFIDENTIAL

SSEND HIGHLY
CONFIDENTIAL>>>

36. BellSouth documents contain projections from consulting firms In-STAT MDR
and Yankee Group, as well as the “BellSouth Base View,” showing that wireless

substitution for landline telephones will <<<BEGIN HIGHLY CONFIDENTIAL

0y BLS CD (Laura Reid Disk 1), “In-Region Product Penetration & Market Share
Overview,” In$ite, July 19, 2005, BLS-FCC-00282445.pdf, at BLS-FCC-00282455. Tt is not entirely clear
from the document whether the penetration rate is calculated as a percentage of all local exchange
consumers or local and wireless only consumers.

oty BLS CD (Callaghan Disk), “Wireless Substitution Consumer Marketing Strategy 1 — 5
Years,” June 2005, BLS-FCC-00190480.pdf, at BLS-FCC-00190481.pdf.

52 / BLS CD (Callaghan Disk 1), “Wireless Substitution Consumer Marketing Strategy 1 — 5
Years,” June 2005, BLS-FCC-00190480.pdf, at BLS-FCC-00190481 (emphasis in original).

3y BLS CD (Callaghan Disk 1), “Wireless Substitution Consumer Marketing Strategy 1 — 5
Years,” June 2005, BLS-FCC-00190480.pdf, at BLS-FCC-00190485.

ey BLS CD (Callaghan Disk 1), ‘“’I-SAFA Review,” March 23, 2006, BLS-FCC-
00194747 .pdf, at BLS-FCC-00194766.

3 BLS CD (Callaghan Disk), “Wireless Substitution Consumer Marketing Strategy 1 — 5
Years,” June 2005, BLS-FCC-00190480.pdf, at BLS-FCC-00190493.
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END HIGHLY

CONFIDENTIAL>>> plan to do so in the next 12 months.”

37. One report prepared on behalf of AT&T notes that wireless growth has

<<<BEGIN HIGHLY CONFIDENTIAL

END HIGHLY CONFIDENTIAL>>>
In a discussion of a focus group of wireless only and wireline consumers AT&T

indicates that <<<BEGIN HIGHLY CONFIDENTIAL

56 BLS CD (Robert McCarthy Disk 1), “Base View Scenario Document,” May 19, 2005,

BLS-FCC-00138192.pdf, at BLS-FCC-00138200.

7y BLS CD (Robert McCarthy Disk 1), “Base View Scenario Document,” May 19, 2005,
BLS-FCC-00138192.pdf, at BLS-FCC-00138200.

¥ ATT-CD-49 (Christopher T. Rice): “Triple Play — Bundling Strategies in the U.S.
Residential Market,” July 2005, by In-STAT, ATT-FCC-00265968.pdf, at ATT-FCC-00265982.

2 ATT-CD-43 (Susan Johnson): “Consumer Value Migration,” Week 2 Update, Draft,
Prepared for AT&T, Nov. 22, 2005 by Altman Vilandrie & Company, ATT-FCC-00232277.pdf (ATT-
FCC-00232277 through ATT-FCC-00232325), at ATT-FCC-00232302.

60/

BLS CD (Michael Bowling), “IDC Tele briefing,” November 30, 2005, BLS-FCC-
00183252.
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. END HIGHLY CONFIDENTIAL>>> %

AT&T documents show that <<<BEGIN HIGHLY CONFIDENTIAL

o1y ATT-CD-70 (Eric Shepcaro): “Wireline Revitalization Research: Focus Groups with
Wireless-Only and Wireline Consumers in Dallas and San Francisco,” AT&T, December 16, 2005, ATT-
FCC-00388190.pdf, at ATT-FCC-00388203, ATT-FCC-00388208.

62/ BLS-CD (Douglas O’Neil): “BellSouth Wireless Strategy Discussion,” by inCODE, June
8, 2005, at BLS-FCC-00258724.pdf, at BLS-FCC-00258764.
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END HIGHLY CONFIDENTIAL>>

VolP:
41. While consultants to AT&T describe cable companies as <<<BEGIN HIGHLY

CONFIDENTIAL

63 ATT-CD-43 (Susan Johnson): “Consumer Value Migration,” Week 2 Update, Draft,
Prepared for AT&T, Nov. 22, 2005 by Altman Vilandrie & Company, ATT-FCC-00232277.pdf (ATT-
FCC-00232277 through ATT-FCC-00232325), at ATT-FCC-00232303, ATT-FCC-00232318.
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END HIGHLY CONFIDENTIAL>>>%

42. Another report cited by AT&T states, <<<BEGIN HIGHLY CONFIDENTIAL

END HIGHLY
CONFIDENTIAL>>>%

43, An internal AT&T document <<<BEGIN HIGHLY CONFIDENTIAL

END HIGHLY
CONFIDENTIAL>>> %
One BellSouth discussion of the consumer market noted that <<<BEGIN

HIGHLY CONFIDENTIAL

45.

64 ATT-CD-43 (Susan Johnson): “Consumer Valu